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SUMMARY 


The Economic Effects of the 2017 Tax Revision: 
Preliminary Observations 

The 2017 tax revision, P.L. 115-97, often referred to as the Tax Cuts and Jobs Act, and referred 
to subsequently as the Act, substantially revised the U.S. tax system. The Act permanently 
reduced the corporate tax rate to 21%, made a number of revisions in business tax deductions 
(including limits on interest deductions), and provided a major revision in the international tax 
rules. It also substantially revised individual income taxes, including an increase in the standard 
deduction and child credit largely offset by eliminating personal exemptions, along with rate cuts, 
limits on itemized deductions (primarily a dollar cap on the state and local tax deduction), and a 
20% deduction for pass-through businesses (businesses taxed under the individual rather than the 
corporate tax, such as partnerships). These individual provisions are temporary and are scheduled 
to expire after 2025. The Act also adopted temporary provisions allowing the immediate 
deduction for equipment investment and an increase in the exemption for estate and gift taxes. 

The Joint Committee on Taxation (JCT) estimated that these changes would reduce tax revenue by 
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$1.5 trillion over 10 years. 


In 2018, gross domestic product (GDP) grew at 2.9%, about the Congressional Budget Office’s (CBO’s) projected rate 
published in 2017 before the tax cut. On the whole, the growth effects tend to show a relatively small (if any) first-year effect 
on the economy. Although growth rates cannot indicate the tax cut’s effects on GDP, they tend to rule out very large effects 
particularly in the short run. Although investment grew significantly, the growth patterns for different types of assets do not 
appear to be consistent with the direction and size of the supply-side incentive effects one would expect from the tax changes. 
This potential outcome may raise questions about how much longer-run growth will result from the tax revision. 

CBO, in its first baseline update post enactment, initially estimated that the Act would reduce individual income taxes by $65 
billion, corporate income taxes by $94 billion, and other taxes by $3 billion, for a total reduction of $163 billion in FY2018. 
Corporate revenues were about $40 billion less than projected whereas individual revenues were higher, with an overall 
revenue reduction of about $9 billion. From 2017 to 2018, the estimated average corporate tax rate fell from 23.4% to 12.1% 
and individual income taxes as a percentage of personal income fell slightly from 9.6% to 9.2%. 


Real wages grew more slowly than GDP: at 2.0% (adjusted by the GDP deflator) compared with 2.9% for overall real GDP. 
Such slower growth has occurred in the past. The real wage rate for production and nonsupervisory workers grew by 1.2%. 


Although significant amounts of dividends were repatriated in 2018 compared with previous years, the data do not appear to 
show a significant increase in investment flows from abroad. While evidence does indicate significant repurchases of shares, 
either from tax cuts or repatriated revenues, relatively little was directed to paying worker bonuses, which had been 
announced by some firms. 


Although the legislation contained a number of provisions that discouraged inversions (shifting headquarters of U.S. firms 
abroad), these inversions had apparently already been significantly slowed by regulations adopted in 2014, 2015, and 2016. 
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Introduction 

The 2017 tax revision, P.L. 115-97, often referred to as the Tax Cuts and Jobs Act, and referred to 
subsequently as the Act, 1 was estimated to reduce taxes by $1.5 trillion over 10 years. 2 The Act 
permanently reduced the corporate tax rate to 21%, made a number of revisions in business tax 
deductions (including limits on interest deductions), and provided a major revision in the 
international tax rules. It also substantially revised individual income taxes, including an increase 
in the standard deduction and child credit largely offset by eliminating personal exemptions, 
along with rate cuts, limits on itemized deductions (primarily a dollar cap on the state and local 
tax deduction), and a 20% deduction for pass-through businesses (businesses taxed under the 
individual rather than the corporate tax, such as partnerships). These individual provisions are 
temporary and are scheduled to expire after 2025. The Act also adopted temporary provisions 
allowing the immediate deduction for equipment investment and an increase in the exemption for 
estate and gift taxes. 3 

The Congressional Budget Office (CBO) estimated in April of 2018 that the Act would result in a 
$65 billion reduction in individual income taxes, a $94 billion reduction in corporate taxes, and a 
$3 billion reduction in other taxes, for a total of $ 163 billion (after rounding) for FY2018. 4 

Numerous effects of the Act were projected during consideration of the law and shortly after, 
including 

• an increase in output and investment; 

• an increase in the debt to GDP ratio; 

• possible benefits for workers from tax cuts for businesses; 

• the repatriation of income held abroad by U.S. subsidiaries in the form of 
dividends; and 

• a decreased likelihood of inversions (U.S. companies moving their headquarters 
abroad). 

Some claimed that business investment would increase because of (1) the flow of investment 
from abroad due to the lower corporate tax rate and (2) no longer imposing a tax penalty on 
paying dividends from foreign subsidiaries would free up resources. 5 


1 The original title of the law, the Tax Cuts and Jobs Act, was stricken before final passage because it violated what is 
known as the Byrd rule, a procedural rule that can be raised in the Senate when bills, like the tax bill, are considered 
under the process of reconciliation. The actual title of the law is “To provide for reconciliation pursuant to titles II and 
V of the concurrent resolution on the budget for fiscal year 2018.” For more information on the Byrd rule, see CRS 
Report RL30862, The Budget Reconciliation Process: The Senate’s “Byrd Ride ”, by Bill Heniff Jr. 

2 This revenue cost is without macroeconomic feedback effects and does not include interest costs. See Joint 
Committee on Taxation (JCT), General Explanation of P.L. 115-97, JCS-1-18, December 20, 2018, 
https://www.jct. gov/publications.html?func=startdown&id=5152. 

3 For a brief description of the revisions in the Act, see CRS Report R45092, The 2017 Tax Revision (P.L. 115-97): 
Comparison to 2017 Tax Law, coordinated by Molly F. Sherlock and Donald J. Marples. For a more detailed discussion 
and text of the law, see JCT, General Explanation of P.L. 115-97. 

4 Congressional Budget Office (CBO), The Budget and Economic Outlook: 2018 to 2028, April 2018, 
https://www.cbo.gov/system/files/2019-04/53651-outlook-2.pdf. 

5 See, e.g., Patti Domm, “Tax Bill Includes an Incentive for US Companies to Invest in Foreign Manufacturing,” 

Market Insider, December 19, 2017, https://www.cnbc.com/2017/12/19/tax-bill-includes-an-incentive-for-u-s- 
companies-to-invest-in-foreign-manufacturing.html; Paul Davidson and Adam Shell, “Tax Cuts: Economists See 
Modest Impact on Workers, Economy, as Corporate Taxes Fall,” USA Today, December 20, 2017, 
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This analysis examines the preliminary effects of the Act during the first year, 2018. In some 
cases it is difficult to determine the effects of the tax cuts (e.g., on economic growth) given the 
other factors that affect outcomes. In other cases, such as the level of repatriation and use of 
repatriated funds, the evidence is more compelling. This report discusses these potential 
consequences in light of the data available after the first year. 

Effects on Output and Investment 

Projections of Output Effects 

During consideration of the Act and subsequently, various claims were made about the growth 
effects of the tax change. A variety of organizations, including private and government 
forecasters, projected economic growth rates that tended to be modest. In its April 2018 report on 
the budget outlook, CBO projected the tax change to increase GDP by 0.3% in calendar year 
2018. * * * * 6 Prorating the FY2019 revenue loss estimate indicated that the tax cut in calendar year 
2018 accounted for about 1.2% of GDP. Assuming a tax rate on marginal output of around 20%, 
this projection would imply a feedback effect of 5%. 7 

The Joint Committee on Taxation (JCT) also projected the economic effects of the proposal, and 
while it did not report year-by-year estimates, its revenue feedback effect for calendar year 2018 
was larger than that suggested by the CBO numbers—around 20%, which in turn indicates a 
projected increase in GDP four times larger, 1.2%. 8 Given the baseline prior to the Act, that effect 
would have suggested a growth rate of 4.2% in 2018. 

The CBO output estimate (i.e., the amount of GDP growth attributed to the tax change) was 
compared with projections by other forecasters and organizations. Of the seven other forecasts 
projecting the effects of the Act for 2018, five ranged from 0.3% to 0.5%, one was for 0.1%, and 
another for 0.8%. 9 

CBO also disaggregated its output effect into an increase in potential GDP of 0.2%, with the 
remaining 0.1% reducing the gap between output with and without full employment. The increase 
in potential output reflects increases in investment and in the labor supply. The 0.1% increase 
might be characterized as a demand-side effect and the remainder as a supply-side effect. Because 


https://www.usatoday.com/story/money/2017/12/20/tax-cuts-economists-see-modest-impact-corporate-tax-cuts-boost- 

spendingtrickle-down-money-shower/967099001; Editorial, “Thanks to Tax Cuts, Companies’ Overseas Profits Now 

Flooding Back to U.S.,” Investors Business Daily, June 26, 2018, https://www.investors.com/politics/editorials/ 

overseas-profits-return/. 

6 CBO, The Budget and Economic Outlook: 2018 to 2028, April 2018, https://www.cbo.gov/system/files/2019-04/ 

5365 l-outlook-2.pdf. 

7 The tax rate appears to be around 18% based on CBO marginal tax rates of 27.2% on labor income and 14.7% on 
capital income. Labor income is estimated at 53% of income and capital income at 24%, with the remainder due to 
depreciation and product taxes (table 1.10 from what publication?). 

8 JCT, Macroeconomic Analysis of the Conference Agreement for H.R. 1, The "Tax Cuts and Jobs Act, ” JCX-69-17, 
December 22, 2017, https://www.jct.gov/publications.html?func=startdown&id=5055. The JCT projections may have 
been larger than others because they relied heavily on intertemporal models that tend to have stronger initial supply 
side effects than the models typically used by forecasters. The JCT reported an average effect of 0.7% expansion of 
capacity over the 10-year period (FY2018-FY2027), a typical increase of 0.8% to 0.9% and an effect of 0.1% to 0.2% 
in the tenth year. 

9 Goldman Sachs and the international Monetary Fund had the same 0.3% projections, Moody’s Analytics and the Tax 
Foundation had a 0.4% projection, and Barclays had a 0.5%. The lowest projection, of 0.1%, was from Macroeconomic 
Advisers, and the highest, 0.8%, was from the Tax Policy Center (their number was for FY2018). 
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the economy was at full employment and most of the tax cut went to businesses and higher- 
income individuals who are less likely to spend the increases, a small demand-side effect would 
be expected. Demand-side effects are transitory, whereas supply-side effects are permanent. 

CBO and other organizations also produced longer-term forecasts. CBO projected output effects 
rising to 0.6% in 2019, then rising slightly and peaking in 2022, and finally declining, with an 
estimated 0.5% effect in 2028, the last year reported. The decline in later years might be partially 
traced to the expiration of some provisions. Compared with other forecasts for the average over 
the 10-year period 2018-2027, CBO’s 0.7% effect was similar to other forecasts. 10 For the 10 th 
year, 2027, CBO projected an effect of 0.6%; there was considerably more divergence in the 
estimates for this year, with one organization projecting a negative effect by that time. This 
divergence presumably reflected competing views of the effects on capital formation due to lower 
tax rates on returns to investment and crowding out of private investment due to accumulating 
debt. * 11 

During the debate, some argued for much larger growth effects, including arguments that the tax 
cuts would produce so much growth that they would largely or entirely pay for themselves, or 
even raise revenues. 12 These statements, however, were not supported by most of the published 
analysis. 

Output Growth in 2018 

In April 2018, CBO projected real GDP growth for the calendar year 2018 of 3.3% (indicating a 
projected 3% growth rate without the tax cut). According to the National Income and Product 
Accounts (NIPA), actual growth rate was 2.9%, which is consistent with a small effect of the tax 
revision, perhaps even smaller than projected by most analysts. Quarterly growth rates are shown 
in Figure 1 . The revenue loss from the tax cut without incorporated growth effects was estimated 
at about 1.2% of GBP in 2018. 13 


10 Goldman Sachs and the JCT projected 0.7%, the International Monetary Fund projected 0.6%, Macroeconomic 
Advisers and the Tax Policy Center (for Fiscal Years) projected 0.5%, and Moody’s Analytics projected 0.3%. The Tax 
Foundation projected a larger effect, 2.1%. 

11 The negative effect of -0.1% was projected by the International Monetary Fund; the JCT (at 0.1% to 0.2%) and 
Macroeconomic Advisors (at 0.2%) found small positive effects. In the intermediate rate were Moody’s Analytics 
(0.4%), Goldman Sachs (0.7%), and Penn Wharton Budget Model (0.6% to 1.1%), with a significantly larger projection 
of 2.9% for the Tax Foundation. 

12 See, for example, Damian Paletta and Max Ehrenfreund, “Trump’s Treasury Secretary: The Tax Cut ‘Will Pay For 
Itself,”’ Washington Post , April 20, 2017, at https://www.washingtonpost.eom/news/wonk/wp/2017/04/20/trumps- 
treasury-secretary-the-tax-cut-will-pay-for-itself/?utm_term=.al5dd9708703; Salvador Rizzo, “Larry Kudlow’s Claim 
That We Have Virtually Paid for Trump’s Tax Cut,” Washington Post, March 14, 2019, at 

https://www.washingtonpost.com/politics/2019/03/14/larry-kudlows-claim-that-we-have-virtually-paid-trumps-tax-cut/ 
?utm_term=.lb3c9913ae03; Stephen Moore, “The Corporate Tax Cut is Paying for Itself,” Wall Street Journal, 
September 18, 2018, at https://www.wsj.com/articles/the-corporate-tax-cut-is-paying-for-itself-1537310846; Lynnley 
Browning, “Conservative Economists Question White House’s Corporate Tax Cut Claim,” Bloomberg, September 11, 
2018, at https://www.bloomberg.com/news/articles/2018-09-l 1/white-house-s-corporate-tax-cut-claim-questioned-by- 
economists. 

13 Note: All NIPA tables unless other specified can be found at https://apps.bea.gov/iTable/index_nipa.cfm. 
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Figure I.Growth in Real Gross Domestic Product, First Quarter 2013Through 

Fourth Quarter 2018 


— Gross domestic product 

% Change 



Source: Table I. I. I, Bureau of Economic Analysis, National Income and Product Accounts (NIPA). 

Note: Seasonally adjusted at annual rates. 

The 2.9% annual growth rate for 2018 was higher than the 2.2% growth rate in 2017 and the 
1.6% growth rate in 2016. In previous years, output grew by 2.9% in 2015 and 2.5% in 2014, thus 
the increase in growth is in line with the trend in growth over the period examined in Figure 1. 
Forecasters had already projected an increase in growth rates in most cases that was similar to 
CBO’s. In addition to the effect from the tax cuts, there was also some stimulus due to the 
increase in spending enacted in the Consolidated Appropriations Act of 2018 (P.L. 115-141) and 
the Bipartisan Budget Act of 2018 (P.L. 115-123). Growth may have also been negatively affected 
by tariffs. 14 

The high rate of growth in the second quarter of 2018 shown in Figure 1 may have been due to 
the demand-side stimulus of the tax cuts, which began to be reflected in withholding beginning in 
the first quarter, as well as the possibly delayed receipt of tax refunds. 

On the whole, the growth effects tend to show a relatively small (if any) first-year effect on the 
economy. Although examining the growth rates cannot indicate the effects of the tax cut on GDP, 
it does tend to rule out very large effects in the near term. 

The data appear to indicate that not enough growth occurred in the first year to cause the tax cut 
to pay for itself. Assuming a tax rate of 18% (based on CBO estimates), and estimating the tax cut 
to reduce revenue in calendar year 2018 by about 1.2% of GDP, a 6.7% GDP increase due to the 
tax cuts alone would be required. 15 Rather, the combination of projections and observed effects 
for 2018 suggests a feedback effect of 0.3% of GDP or less—5% or less of the growth needed to 
fully offset the revenue loss from the Act. 


14 CBO discusses both fiscal and trade policy in The Budget and Economic Outlook; 2019-2029, January 2019, 
https://www.cbo.gov/system/files/2019-03/54918-Outlook-3.pdf. 

15 The tax rate appears to be around 18%, based on CBO marginal tax rates of 27.2% on labor income and 14.7% on 
capital income. Labor income is estimated at 53% of income and capital income at 24%, with the remainder due to 
depreciation and product taxes (table 1.10). 
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Contribution of Consumption Growth 

Consumption grew at 2.6% in 2018 in real terms, as shown in Figure 2, about the same as 2017 
(which was 2.5%) and below 2014-2016 (although higher than 2013). As shown in Figure 2, 
there was a drop in the first quarter followed by a rise in the second quarter that was unexpected 
by most forecasters and may have reflected a delay in tax refunds. 16 The initial effect of a demand 
side is likely to be reflected in increased consumption and the data indicate little growth in 
consumption in 2018. Much of the tax cut was directed at businesses and higher-income 
individuals who are less likely to spend. Fiscal stimulus is limited in an economy that is at or near 
full employment. 


Figure 2. Growth in Real Consumption, First Quarter 201 3 Through 

Fourth Quarter 2018 


% Change 
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Source: Table I. I . I, Bureau of Economic Analysis, National Income and Product Accounts (NIPA) 
Note: Seasonally adjusted at annual rates. 


Contribution of Investment Growth 

Although it is difficult to determine the Act’s overall first-year impact on GDP, other than to 
confirm that the evidence is consistent with a small projected first-year effect, it is possible to 
discuss supply-side effects on investment in more detail. 

CBO estimated that the 0.3% increase in growth from the Act is the result of a 0.4% increase in 
GDP due to private consumption and a 0.2% increase due to nonresidential fixed investment 
(with a negligible effect on residential investment and government consumption and investment). 
This 0.6% increase was projected to be offset by a decrease in net exports of 0.3% of GDP (from 
both a decline in imports and an increase in exports). This decrease is expected as a consequence 
of net capital flowing in from abroad to finance the deficit or due to capital inflows used for 
investment in response to tax changes. 


16 Lucia Mutikani, “U.S. Economy Slows in the First Quarter, But Wage Growth Accelerates,” Reuters, April 27, 2018, 
https://www.reuters.com/article/us-usa-economy/u-s-economy-slows-in-first-quarter-as-consumer-spending-brakes- 
sharply-idUSKBN 1HY1PT. 
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Given the shares of GDP that went to consumption (70%) and investment in nonresidential fixed 
investment (14%) in 2017, these growth contributions indicated an additional growth in 
consumption of 0.7% and in fixed nonresidential investment of 1.5%. 

In 2018, consumption grew at 2.6% and nonresidential investment grew at 7%. Such numbers 
might suggest a supply-side effect. There are reasons, however, not to necessarily view that 
growth as a supply-side effect of the tax change. 

First, the growth rates of investment and its subcomponents are much more volatile than the 
growth rates of GDP, as shown in Figure 3, making it hard to assign causation. 


Figure 3. Growth in Nonresidential Investment and Subcomponents, First Quarter 

2013 Through Fourth Quarter 2018 



Source: Table l.l.l, Bureau of Economic Analysis, National Income and Product Accounts (NIPA). 
Note: Seasonally adjusted at annual rates. 


Second, the largest effects occurred in the first and second quarters of 2018, which allowed very 
little time to be the result of investments that must be planned in advance (even if the tax cut was 
anticipated in late 2017). Furthermore, structures growth rates were negative in the last two 
quarters. 

Third, real growth in the subcategories of equipment, structures, and intellectual property 
products is inconsistent with the incentive effects of the tax change. Over the entire year, 
intellectual property products grew at the fastest rate (7.7%), equipment at a slightly lower rate 
(7.5%), and structures at 5.0%. To assess the incentive effects of the tax changes (which included 
a lower tax rate and faster depreciation for equipment), consider the change in the user cost of 
capital (or rental price of capital). It is the equivalent of the “price” of capital as an input (just as 
the wage is the price of labor input). It includes two costs of using capital: the opportunity cost of 
using funds (i.e., the required pretax rate of return on the asset) and depreciation (i.e., the cost of 
using up the asset). The user cost reflects the required rate of return at the margin (i.e., for an 
investment that earns just enough to be worth making). Estimates indicate that the user cost of 
capital for equipment declined by 2.7% and the user cost of structures declined by 11.7%, but the 
user cost of R&D (intellectual property products) increased by 3.4%. (See the Appendix for 
details on the derivation of these results.) The user cost of capital for equipment declined by less 
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than that of structures primarily because more of the cost for equipment is for depreciation. 17 The 
decline in the required rate of return was somewhat smaller for equipment as well because it was 
already favorably treated (eligible for expensing half of the cost). The benefits of lower rates are 
also moderated by the use of debt-financed capital, where a lower tax rate reduces the subsidy (or 
negative tax rate) that applies to debt-financed investment because of the deduction of nominal 
interest by businesses. 

Thus, while it is possible that the Act increased the investment due to supply-side effects, it would 
be premature to conclude that the higher rate of growth of nonresidential fixed investment was 
due to the tax changes. Looking at changes in the user cost of capital, effects of investments in 
structures would be expected to be largest, with small (or negative) effects on intellectual 
property. To date this pattern has not been observed. 

Effects on Revenues 

Overall revenue changes were close to projections, with revenues only $9 billion smaller than 
projected, due to a $45 billion increase in individual income tax revenues, but a $7 billion 
decrease in payroll taxes, along with a $40 billion decline in corporate revenues. 

As noted above, data on GDP are not consistent with a large growth effect in 2018, and thus the 
tax cut is unlikely to provide enough growth to significantly offset revenue losses in 2018. Data 
from FY2018 suggest that the tax cut for corporations may have been larger than the $94 billion 
CBO projected in its April 2018 baseline. That baseline projected corporate revenues of $243 
billion, but actual corporate revenues were $38 billion lower at $205 billion, 16% lower than 
projected. CBO’s January 2019 report on the budget and economic outlook indicated that these 
lower corporate tax revenues could not be explained by economic conditions and stated that the 
causes will not be apparent until information from tax returns becomes available over the next 
two years. 18 CBO also expected this decline in revenues to dissipate over time. With little 
evidence of whether the decline will actually be temporary or permanent, CBO may have relied 
on the historical tendency of unexplained changes to dissipate over time. It is also possible that 
estimated revenue losses from the corporate tax changes were too low in their earlier estimates. 

The overall revenues were close to those projected as the lower corporate revenues were offset by 
gains from other taxes: a $45 billion increase in individual income tax revenues and a $7 billion 
decrease in payroll taxes. These differences, particularly for payroll taxes, are much smaller as a 
percentage of revenue, and CBO does not indicate any need for an explanation of these changes 
outside of economic forces. 

Effects on Effective Tax Rates 

Effective tax rates fell, with corporate effective tax rates declining significantly and individual 
effective income tax rates by a small amount. 


17 An argument might also be made that equipment had a greater incentive because the expensing adopted expires after 
five years. 

18 CBO, The Budget and Economic Outlook: 2019 to 2029, January 23, 2019, https://www.cbo.gov/system/files/2019- 
03/54918-Outlook-3.pdf. 


Congressional Research Service 


7 





The Economic Effects of the 2017 Tax Revision: Preliminary Observations 


Effective Corporate Tax Rate 

Much of the tax revision was focused on corporations. Although the statutory corporate tax rate 
was reduced from 35% to 21%, the average effective tax rate decline (taxes divided by profits) 
would be smaller because of existing tax benefits (which lead to a smaller initial effective tax 
rate) and base-broadening effects. Such an effective tax rate can be calculated using aggregate 
data from the national income and products accounts, which attempt to measure economic 
income. The effective average tax rate for coiporations was 17.2% in calendar year 2017, and fell 
to 8.8% in calendar year 2018. 19 This estimate includes worldwide income, but not worldwide 
taxes. Although actual data on the division of domestic and worldwide income are not available 
for 2018, using the ratios projected by CBO to eliminate foreign-source income from the measure 
results in an average effective tax rate of 23.4% in 2017, falling to 12.1% in 2018. 20 Either 
scenario suggests that the ratio of effective to statutory tax rate dropped following the tax 
revision. The statutory tax rate dropped by 40%, but the effective rate dropped by 48% (although 
the percentage point drop was smaller for the effective tax rate). 

Another measure of effective rate is the marginal effective tax rate on income, a tax rate that is a 
component of the user cost of capital. These tax rates are prospective and capture the main 
elements of the tax code: tax rates, depreciation, and research credits. They also apply to domestic 
investment. Using a weighted average of equipment, structures, and intangibles, the effective 
marginal tax rate on equity investment was estimated to fall from 15.6% to 3.2% from 2017 to 
2018. 21 If the effects of reducing subsidies for debt-financed investment are accounted for, 
marginal tax rates are lower (actually slightly negative) and change less, from a -0.3% rate in 
2017 to a -6.6% rate in 2018. Marginal tax rates are likely to be below average tax rates because 
they capture timing benefits (e.g., accelerated depreciation). Marginal effective tax rates are 
relevant to economic growth effects because they measure the incentive effects for investment. 

Effective Individual Income Tax Rates 

The individual income tax changes for 2018 were smaller than the corporate tax changes in 
absolute size and substantially smaller as a percentage of income. The effective individual tax rate 
for federal income taxes as a percentage of personal income is estimated at 9.6% in 2017 and 
9.2% in 2018, based on data in the National Income and Product Accounts. This change 
constitutes a reduction in effective tax rate of 4%. 22 The Treasury Department’s Office of Tax 
Analysis estimates a larger reduction in effective tax rate as a percentage of adjusted family cash 


19 Data on corporate profits are from Table 1.7.5 of the National Income and Product Accounts. These profits were 
reduced by 21% to remove profits from S corporations, since the data on corporate tax revenue only include payments 
from traditional C corporations. See Kyle Pomerleau, “New York Fed Blog Post Understates Effective Corporate Tax 
Rates,” Tax Foundation, October 26, 2018, https://taxfoundation.org/new-york-fed-blog-post-understates-effective- 
corporate-tax-rates/. State and local corporate taxes (from Table 3.3) were added back, and federal tax from Table 3.2 
was divided by the adjusted corporate profit. The NIPA’s measure includes worldwide taxes and income. The tax rate 
was virtually the same in each of the first three quarters. The Tax Foundation reports projected tax rates for 
nonfinancial corporations with the Subchapter S adjustment at a higher level of 26.0% and 19.4%, but this number 
would be based on projected effects. 

20 These estimates indicated that foreign-source income was 21% of total corporate income. See CBO’s historical 
economic data at https://www.cbo.gOv/about/products/budget-economic-data#l 1. 

21 See CRS Report R45186, Issues in International Corporate Taxation: The 2017 Revision (P.L. 115-97), by Jane G. 
Gravelle and Donald J. Marples. This estimate includes additional intangible investments in advertising and human 
capital, which are not included in the NIP A accounts. 

22 Personal income is from Table 1.7.5, NIPA, and individual income taxes from Table 3.2. 
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income, with the rate falling from 10.1% in 2017 to 8.9% in 2019, although this estimate is based 
on projected rather than actual data. 23 Both of these declines are smaller than the corporate tax 
rate decline. As noted earlier, the increase in the standard deduction and child and dependent 
credit was roughly offset by the elimination of the personal exemption. Statutory rate reductions 
for individuals were relatively small compared with the corporate rate reduction (the top rate of 
39.6% was reduced by 2.6 percentage points, compared with 14 percentage points for the 
corporate rate), and the benefits of rate reductions were offset by restrictions on itemized 
deductions. Business income was in some cases eligible for a 20% reduction, which was more 
significant (an additional 20% deduction at the 37% rate is 7.4 percentage points), but not all 
business income qualified. 24 

There are also effective marginal tax rates, although these are generally divided into rates on 
labor income and capital income. The marginal tax rate for labor income is typically above the 
average tax rates because of graduated tax rates and lack of timing benefits. CBO estimates that 
marginal tax rates on labor income fell from 29.4% to 27.2%. 25 CBO also estimates the marginal 
tax rate for all capital income (which would include unincorporated businesses, owner-occupied 
housing, and taxes on interest, dividends, and capital gains, as well as corporate taxes). This value 
is estimated to fall from 16.5% to 14.7%. 26 Although different from the marginal rates reported 
above for corporations, both estimated measures find small changes in marginal tax rates, which 
is consistent with an expected small behavioral response. 

Effects on Wages 

Distributional analyses of the tax change suggested that the tax revision favored higher-income 
taxpayers, in part because most of the tax cut benefited corporations and in part because the 
individual income tax cut largely went to higher-income individuals. 27 During the debate about 
taxes, however, arguments were made that these corporate tax cuts would benefit workers due to 
growth in investment and the capital stock. 

After enactment, CBO projected these effects to be relatively small, with increases in labor 
productivity (which should affect the wage rate) negligible in 2018 and growing to 0.3% of GDP 
after 10 years. CBO projected that the total wage bill would grow because of the increase in 
employment and hours per worker of 0.2% in 2018. The labor supply response would rise 
through 2024, peaking at 0.8% and then decline as the individual tax cuts expired. 28 

A Council of Economic Advisors (CEA) October 2017 study suggested a corporate rate reduction 
from 35% to 20%, if enacted, would eventually increase the average household’s income by a 


23 See U.S. Department of Treasury Office of Tax Analysis, Distribution of Tax Burden, Current Law (January 2017 
and April 2018), at https://home.treasury.gov/policy-issues/tax-policy/office-of-tax-analysis. 

24 CRS In Focus IF11122, 2019 Tax Filing Season (2018 Tax Year): Section 199A Deduction for Passthrough Business 
Income, by Gary Guenther 

25 CBO, The Budget and Economic Outlook: 2018 to 2028, April 2018, https://www.cbo.gov/system/files/2019-04/ 
5365 l-outlook-2.pdf. 

26 The CBO measure also includes land and inventories, which are taxed at high rates, but excludes intangibles, which 
have negative rates. 

27 See CRS Report R45092, The 2017 Tax Revision (P.L. 115-97): Comparison to 2017 Tax Law, coordinated by Molly 
F. Sherlock and Donald J. Marples, for a discussion of the distributional effects of the tax revision. 

28 CBO, The Budget and Economic Outlook: 2018-2028, April 2018, https://www.cbo.gov/system/files/2019-04/53651- 
outlook-2.pdf 
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conservative $4,000 a year. 29 This was a longer-run estimate, but the study also estimated that 
workers would immediately get a significant share (30%) of the profits repatriated from abroad 
due to tax changes. Another CEA October 2017 report suggested wages could increase by up to 
$9,000 with such a corporate rate change using more optimistic assumptions. 30 While the CEA 
study with respect to the $4,000 to $9,000 amounts referred to a long-term effect, the study was 
portrayed by the Administration as indicating an immediate effect. 31 The amounts associated with 
repatriation were short term. A $4,000 to $9,000 effect per household, given the 126 million 
households that were estimated at that time, would produce a total effect ranging from $504 
billion to $1,134 billion, or between 2.5% and 5.7% of GDP in 2018. 32 The corporate rate cut 
from 35% to 21% cost about $125 billion over a full year, and it would cost about $133 billion 
with the additional percentage point rate reduction (to 20%) considered at that time. Thus, in 
these scenarios, the effects of the tax cuts would be many times (3.8 to 8.5) larger than the costs. 
The projections for long-run growth in the CEA study relied on a range of empirical economics 
literature, including the effects of changes in user cost on investment cost and corporate tax 
incidence. The econometric estimates of corporate tax incidence are problematic for a number of 
reasons, 33 and the effects on investment considering user cost did not appear to take into account 
the direct effect of the tax rate change on the interest. 

In the absence of the tax cuts, wages should grow with the economy and wage rates should grow 
as the capital stock grows. In addition, tight labor markets resulting from the approach to full 
employment shoidd have put upward pressure on wage rates in any case. Evidence from 2018 
indicated that labor compensation, adjusted to real values by the price indices for personal 
consumption expenditures, grew slower than output in general, at a 2.3% rate compared with a 
2.9% growth rate overall. If adjusted by the GDP deflator, labor compensation grew by 2.0%. 
With labor representing 53% of GDP, that implies that the other components grew at 3.8%. 34 
Thus, pretax profits and economic depreciation (the price of capital) grew faster than wages. 

Figure 4 shows the growth rate of real wages compared with the growth rate of real GDP for 
2013-2018, indicating that wage growth has sometimes been faster than GDP growth and 
sometimes slower. There is no indication of a surge in wages in 2018 either compared to history 
or relative to GDP growth. This finding is consistent with the CBO projection of a modest effect. 


29 Council of Economic Advisors, The Growth Effects of Corporate Tax Reform and Implications for Wages, October 
2017, https://www.whitehouse.gov/sites/whitehouse.gov/files/images/ 
Corporate%20Tax%20Reform%20and%20Growth%20Final.pdf. 

30 Council of Economic Advisors, Corporate Tax Reform and Wages: Theory and Evidence, October 2017, 
https://www.whitehouse.gov/sites/whitehouse.gov/files/documents/Tax%20Reform%20and%20Wages.pdf. 

31 Louis Jacobson, “Why You Should be Skeptical of the Trump White House’s Promised $4,000 ‘Raise’,’’ Politifact, 
October 2017, https://www.politifact.corn/truth-o-meter/aiticle/2017/oct/26/can-americans-expect-4000-raise-donald- 
trumps-tax-/. 

32 United States Census Bureau, Table HH-1. Households by Type, 1940-Present, https://www.census.gov/data/tables/ 
time-series/demo/families/households, html. 

33 For a review of the literature on corporate tax incidence, see CRS Report RL34229, Corporate Tax Reform: Issues 
for Congress, by Jane G. Gravelle. Many of these reduced-form empirical studies found large effects that are 
inconsistent with the limits of theory. 

34 Data on nominal wages from Table 1.12 of NIP A, data for price deflators from Table 1.1.4, and data on real GDP 
from Table 1.1.6. 
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Figure 4. Growth in Real Wages and Real GDP, First Quarter 201 3 Through 

Fourth Quarter 2018 


% Change GDP — — — - Wages and Salaries 



Source: Tables 1.1.2, I. I. I, and 1.1.4 Bureau of Economic Analysis, National Income and Product Accounts 
(NIPA). 

Notes: Seasonally adjusted at annual rates. 

The Department of Labor reports that average weekly wages of production and nonsupervisory 
workers were $742 in 2017 and $766 in 2018. 35 Wages, assuming full-time work, increased by 
$1,248 annually. But this number must account for inflation and growth that would otherwise 
have occurred regardless of the tax change. The nominal growth rate in wages was 3.2%, but 
adjusting for the GDP price deflator, real wages increased by 1.2%. This growth is smaller than 
overall growth in labor compensation and indicates that ordinary workers had very little growth in 
wage rates. 

Effects on Repatriation and International 
Investment Flows 

One of the major sources of anticipated increased investment through supply-side effects is 
international capital flows, particularly in the short and medium term. Savings rates tend to be 
relatively unresponsive to changes in the rate of return and savings accumulate slowly. Thus the 
increased investment in the United States (in the aggregate) would need to come from abroad. 
Some expected foreign investment to flow due to the reduction in the user cost of capital. 

Some also argued that eliminating the tax barrier to repatriating funds (as was done with the tax 
revision) would lead to reinvestment in the United States of unrepatriated earnings held abroad in 
U.S. subsidiaries. 36 Under prior law, these earnings would have been taxed at 35%, adjusted for 


35 Derived from Department of Labor, Bureau of Labor Statistics, Table B-8, Average Hourly and Weekly Earnings of 
Production and Nonsupervisory employees on Private Nonfarm Payrolls, by Industry Sector, Seasonally Adjusted, 
https://www.bls.gov/news.release/empsit.nrO.htm. 

36 See “Why the GOP Tax Plan to Repatriate Offshore Profits May Flop,” CBS News, November 17, 2017, 
https://www.cbsnews.com/news/gop-tax-plan-repatriate-offshore-profits-may-not-work/, and Mike Mish Shedlock, 
“Trapped Funds Myth: Foreign Cash Repatriation Boom in Reverse,” Money Mciven, February 11, 2018, 
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credits on foreign taxes paid, if paid as dividends to the parent company. The tax change 
exempted dividends from tax, imposed a transition tax on deemed repatriations of existing 
untaxed earnings at a rate lower than the new coiporate rate of 21 % (15.5% on liquid assets and 
8% on illiquid assets), and imposed a global minimum tax on intangible income. These changes 
meant paying dividends resulted in no tax consequences. Although estimates varied, they 
indicated close to $3 trillion of unrepatriated earnings. 37 There were a number of criticisms of the 
possibility that repatriation of these earnings would stimulate investment, considering the 
evidence that a repatriation holiday in 2004 had not affected investment. 38 

Not all of these amounts were held in cash, as some were earnings reinvested in physical assets 
(such as plant and equipment) and some might be invested in other assets that were not cash 
equivalents. A Federal Reserve study estimated that $1 trillion was held in cash. 39 

A significant amount of repatriations occurred in 2018, as compared both to history and 2017. 
Dividends in the previous three years ranged from $144 billion to $158 billion, as shown in 
Figure 5, whereas $664 billion was repatriated in 2018. Simultaneously, reinvested earnings 
declined sharply before returning to more normal levels in the 4 th quarter of 2018. 

Figure 5. Repatriations, First Quarter 2013 through Fourth Quarter 2018 


■ . . Dividends and withdrawals - — — -Reinvested earnings 

$ in millions 



Source: Table 4.1 Bureau of Economic Analysis. 


https://moneymaven.io/mishtalk/economics/trapped-funds-myth-foreign-cash-repatriation-boom-in-reverse- 

lSTs6z32sUq8QCNGsHviOA/. 

37 One analysis shortly before the tax revision was enacted estimated $2.6 trillion. Adam Looney, "Repatriated 
Earnings Won’t Help American Workers—But Taxing Those Earnings Can,” The Brookings Institution, October 25, 
2017, https://www.brookings.edu/blog/up-front/2017/10/25/repatriated-eamings-wont-help-american-workers-but- 
taxing-those-earnings-can/. See also “Fortune 500 Companies Hold a Record $2.6 Trillion Offshore,” Institute on 
Taxation and Economic Policy, March 28, 2017, https://itep.org/fortune-500-companies-hold-a-record-26-trillion- 
offshore/, which suggests more than that amount would have been held at the end of 2017. 

38 See discussion in CRS Report R40178, Tax Cuts on Repatriation Earnings as Economic Stimulus: An Economic 
Analysis, by Donald J. Marples and Jane G. Gravelle. 

39 Michael Smolyansky, Gustavo Suarez and Alexandra Tabova, “U.S. Corporations’ Repatriation of Offshore Profits,” 
September 4, 2018, FEDS Notes, Board of Governors of the Federal Reserve System, https://www.federalreserve.gov/ 
econres/notes/feds-notes/us-corporations-repatriation-of-offshore-profits-20180904.htm. 
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It is important, however, to measure international capital flows in true terms that reflect the 
inflow of resources for capital investment and not by financial transactions, such as repatriation 
of income earned abroad through dividend payments from foreign subsidiaries. 40 Capital 
investment involves resources that reflect actual investment in the United States. It could involve 
imports of investment goods directly, or it could involve imports of consumption goods that free 
up other resources for investment. In either case, the true capital invested in the United States is 
largely measured by the excess of exports over imports, or more precisely by the current account, 
which can also include a small amount of net income payments. In more fundamental terms, 
investment from abroad occurs in a real sense only when the amount of imported goods exceeds 
the amount of U.S. exports. 

To measure this aggregate change in net capital inflows, examine the balance on the current 
account, which is generally negative, indicating a net capital inflow (imports exceed exports, or a 
trade deficit). Adjusting these amounts by the GDP deflator and looking at the change, there was 
a small increase that amounted to 0.8% of private investment. This change is relatively small and 
is not out of line with historical fluctuations; see Figure 6. 

Figure 6. Change in Net Capital Inflows, First Quarter 2013 Through 

Fourth Quarter 2018 


% Change 



Source: Tables 1.1.6 and 1.1.4 (NIPA); International Transactions l.l. 

Again, many factors can affect net capital inflows, including domestic borrowing by the 
government and domestic saving, but the evidence does not suggest a surge in investment from 
abroad in 2018. 


40 This point is explained in detail by Paul Krugman. As Krugman observes, if money abroad is invested in a bank in 
London, a payment of dividends by the UK subsidiary is only a book transaction, because the company could just keep 
the money in the London bank. Even if it pays dividends to its own shareholders (or, as turns out to apparently be the 
case, repurchases shares from its shareholders), it matters what the shareholders do with the money. For example, they 
could purchase foreign assets, as about a quarter of the stock of U.S.-parented firms is foreign owned. Or the money 
could be in the U.S. banks in the first place and simply be lent by shareholders rather than corporations. The Federal 
Reserve study cited earlier indicated that most of the assets were invested in dollar-denominated fixed-income assets. 
See Paul Krugman, “The Tax Cut and the Balance of Payments (Wonkish),” New York Times , November 14, 2018, 
https://www.nytimes.com/2018/! 1/14/opinion/the-tax-cut-and-the-balance-of-payments-wonkish.html. 
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Use of Funds for Worker Bonuses and Share 
Repurchase 

Increased funds, whether accessed from abroad or through tax cuts, could be used in several 
ways: investment, paying down debt, increasing wages, paying wage bonuses, paying dividends, 
or repurchasing shares. 

During the passage of the tax revision and in the immediate aftermath, some argued that firms 
would use these funds to pay worker bonuses (as discussed in the previous section on wages). 
Subsequently, a number of firms announced bonuses, which in some cases they attributed to the 
tax cut. One organization that tracks these bonuses has reported a total of $4.4 billion. 41 With US 
employment of 157 million, this amount is $28 per worker. 42 This amount is 2% to 3% of the 
corporate tax cut, and a smaller share of repatriated funds. 43 It is consistent with what most 
economists woidd expect that a small percentage of increased corporate profits or repatriated 
funds (if any) would be used to compensate workers, as economic theory indicates that firms 
would pay workers their marginal product, a result of fundamental supply and demand forces. 44 
The bonus announcements could have reflected a desire to pay bonuses when they would be 
deducted at 35% rather than 21% (in late 2017 for firms with calendar tax years but in 2018 for 
firms with different tax years). Worker bonuses could also be a result of a tight labor market and 
attributed to the tax cut as a public relations move. 

Much of these funds, the data indicate, has been used for a record-breaking amount of stock 
buybacks, with $ 1 trillion announced by the end of 2018. 45 A similar share of repurchases 
happened in 2004, when a tax holiday allowed firms to voluntarily bring back earnings at a lower 
rate. 46 

Effects on Inversions 

During the discussion of corporate tax revision over a number of years, one important issue 
repeatedly raised was the effect of the current tax system on incentives for firms to relocate 
abroad, or “invert.” 47 Inversions involved firms relocating their headquarters to low-tax 
jurisdictions that generally had territorial taxes, allowing firms to shift profits out of their U.S. 
operations (so-called earnings stripping) as well as providing potential paths to repatriate earnings 
without taxes. The earliest of these inversions, beginning in the early 1980s, were called “naked 

41 See Americans for Tax Fairness, https://americansfortaxfaimess.org/employee-bonuses/, as of April 5, 2019. 

42 According to the Department of Commerce, Bureau of Labor Statistics, civilian employment is 157 million as of 
March 2019, see https://www.bls.gov/news.release/pdf/empsit.pdf. 

43 Assuming the missing $40 billion in corporate revenue is due to the tax change and adding it to the $94 billion CBO 
projected for FY2018, then dividing by 0.75 to convert to calendar year, the total would be $178 billion. The $4.3 
billion of bonuses is 2.4% of this amount, as of April 5, 2019. 

44 See Alan Viard, “Economic Effects of the Corporate Tax Rate Reduction,” Tax Notes, March 5, 2018, pp. 1393- 
1406. 

45 See Vito J. Racanelli, “2018’s Record in Stock Buybacks Could Be Shattered in 2019,” Barron’s, December 21, 
2018, https://www.barrons.com/articles/2018-record-stock-buybacks-51545361596. Americans for Tax Fairness has 
been keeping a total, along with identifying specific companies, at https://americansfortaxfairness.org/stock-buybacks/, 
reporting more than $1 trillion total as of April 5, 2019. 

46 CRS Report R40178, Tax Cuts on Repatriation Earnings as Economic Stimulus: An Economic Analysis , by Donald J. 
Marples and Jane G. Gravelle. 

47 For a review of inversions and for further details on the issues summarized in this section, see CRS Report R43568, 
Corporate Expatriation, Inversions, and Mergers: Tax Issues, by Donald J. Marples and Jane G. Gravelle. 


Congressional Research Service 


14 





The Economic Effects of the 2017 Tax Revision: Preliminary Observations 


inversions,” where a company simply relocated its headquarters without otherwise changing its 
activities. A number of legislative and regulatory actions largely ended these types of inversions. 
In 2004, the American Jobs Creation Act (P.L. 108-357) required that any firm in which the 
former U.S. owners owned 80% or more of the new firm would continue to be treated as a U.S. 
firm. Firms with 60% to 80% ownership by former shareholders of the U.S. firm were considered 
inverted firms and subject to certain penalty taxes. This legislation allowed naked inversions in 
cases where the firm had substantial business activity in the new headquarters country, but 
regulations issued in 2012 tightened these requirements after a series of inversions used this rule 
to relocate. 

In 2014, a new wave of inversions that involved mergers with smaller foreign firms began, with 
one of the most prominent being an announcement that Pfizer, the pharmaceutical company, 
would acquire Astra-Zeneca with a UK headquarters (although this merger never took place). 

These inversions gave rise to a number of legislative proposals, but also led to numerous 
regulatory proposals, which were released in 2014, 2015, and 2016. These regulations addressed 
a number of issues, including restricting the use of serial inversions to allow a firm to fall under 
the ownership limits, limiting the ability to access earnings of subsidiaries abroad, and limiting 
earnings stripping through locating debt in the United States. 

The 2017 Act contained several provisions that made inversions less attractive (aside from the 
lower corporate tax rate). One notable provision required firms that inverted in the next 10 years 
to pay a deemed repatriation tax at 35%, rather than at the lower rates of 8% for non-cash 
holdings and 15.5% for cash or cash equivalents. 

The Act introduced a new minimum tax to address international profit shifting, the base erosion 
and anti-abuse tax (BEAT), which adds back payments between related domestic and foreign 
companies to base income and then taxes that base at a lower rate. BEAT excludes payments 
which reduce gross receipts with the result that payment for the cost of goods sold is not included 
under BEAT. An exception applies for firms that invert after November 9, 2017, where payments 
to a foreign parent or any foreign firm in the affiliated group for cost of goods sold is included in 
BEAT. The legislation also contained some other provisions making inversions less attractive. 

The Act also modified asset attribution rules. The constructive ownership rules for purposes of 
determining 10% U.S. shareholders, whether a corporation is a Controlled Foreign Corporation 
(CFC), and whether parties satisfy certain relatedness tests, which can trigger certain tax 
provisions including restrictive ones, were expanded in the 2017 tax revision. Specifically, the 
new law treats stock owned by a foreign person as attributable to a U.S. entity owned by the 
foreign person (so-called “downward attribution”). As a result, stock owned by a foreign person 
may generally be attributed to (1) a U.S. coiporation, 10% of the value of the stock of which is 
owned, directly or indirectly, by the foreign person; (2) a U.S. partnership in which the foreign 
person is a partner; and (3) certain U.S. trusts if the foreign person is a beneficiary or, in certain 
circumstances, a grantor or a substantial owner. 

The downward attribution rule was originally conceived to deal with inversions. In an inversion, 
without downward attribution, a subsidiary of the original U.S. parent could lose CFC status if it 
sold enough stock to the new foreign parent so the U.S. parent no longer had majority ownership. 
With downward attribution, the ownership of stock by the new foreign parent in the CFC is 
attributed to the U.S. parent, so that the subsidiary continues its CFC status, making it subject to 
any tax rules that apply to CFCs (such as Subpart F and repatriation taxes under the old law, and 
Subpart F and Global Low-Taxed Income (GILTI) under the new law). 

The Act also contained other provisions affecting stockholders and stock compensation. These 
provisions were intended to discourage inversions. Dividends (like capital gains) are taxed at 
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lower rates than ordinary income. The rates are 0%, 15%, and 20% depending on the rate bracket 
that ordinary income falls into. Certain dividends received from foreign firms (those that do not 
have tax treaties and Passive Foreign Investment Companies (PFICs)) are not eligible for these 
lower rates. Dividends paid by firms that inverted after the date of enactment of PL. 115-97 are 
added to the list of those not eligible for the lower rates. Also, in 2004, an excise tax of 15% was 
imposed on stock compensation received by insiders in an expatriated corporation; the 2017 Act 
increased it to 20%, effective on the date of enactment for corporations that first become 
expatriated after that date. 

These new laws did not change the definition of inverted firms but rather the consequences of 
inversions. 

Although the legislative changes in the 2017 Act contributed to making inversions less attractive, 
announced inversions had already slowed substantially following the regulatory changes 
implemented in 2014, 2015, and 2016. 48 In addition, data released by the Bureau of Economic 
Analysis indicated that foreign acquisitions of US companies, which rose substantially in 2015, 
fell by 15% in 2016 and 32% in 2017 (data not available for 2018). Some of the largest declines 
were in inversion-associated countries, such as Ireland, where acquisitions fell from $176 billion 
in 2015, to $35 billion in 2016, and to $7 billion in 2017. 49 


48 See CRS Report R43568, Corporate Expatriation, Inversions, and Mergers: Tax Issues, by Donald J. Marples and 
Jane G. Gravelle, for a discussion of announcements. 

49 See Bureau of Economic Analysis, “New Foreign Direct Investment in the United States: 2017,” news release, July 
11, 2018, at https://www.bea.gov/news/2018/new-foreign-direct-investment-united-states-2017. See also Andrew 
Velarde and Zoe Sagalow, “As Inversions Dried Up, Foreign Direct Investment Fell in 2016,” Tax Notes, July 24, 
2017, pp. 430-431. 
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Appendix. The User Cost of Capital 

The user cost of capital is the sum of the pretax required return for a marginal investment and the 
economic depreciation, or 

(1) C = R/(l-t)+d 

Where C is the user cost, R is the required after-tax return, t is the effective marginal rate, and d is 
the economic depreciation rate. Economic depreciation is the decline in the value of the asset in 
real terms, and belongs in the cost term because it compensates the investor for the wearing away, 
or using up, of the asset. The user cost calculations use a weighted pretax rate of return that 
reflects both debt and equity finance to simplify the analysis. The effective marginal tax rate, in 
turn, depends on the statutory tax rate, the present value of economic depreciation, the inflation 
rate, the return on equity, the share debt-financed, and the nominal interest rate. 

Table A-l reports the effective tax rate for corporate and non-coiporate investment before and 
after the 2017 changes for the basic types of nonresidential fixed capital. 


Table A-l. Effective Tax Rates, by Asset Type (%) 


Asset Type 

Pre-2017 

Law 

Corporate 

Pre-2017 Law 
Non-corporate 

Post-201 7 Law 
Corporate 

Post-2017 Law 
Non-corporate 

Equity Financed 

Equipment 

13.4 

14.4 

0.0 

0.0 

Public Utility Structures 

14.2 

15.2 

0.0 

0.0 

Nonresidential Structures 

30.8 

32.1 

18.5 

26.2 

Intangibles 

-63.3 

-63.3 

-63.3 

-63.3 

Debt and Equity Financed 

Equipment 

-0.9 

-0.6 

-9.6 

-14.3 

Public Utility Structures 

-0.9 

-0.6 

-9.6 

-14.3 

Nonresidential Structures 

19.2 

20.2 

10.7 

15.7 

Intangibles 

-1 16.3 

-11 1.2 

-95.4 

-109.0 


Source: CRS calculations. For detail on method of calculations including economic depreciation rates and data 
on capital stocks, see CRS Report R44242, The Effect of Base-Broadening Measures on Labor Supply and Investment: 
Considerations for Tax Reform, by Jane G. Gravelle and Donald J. Marples. 

Notes: Corporate tax rates of 34.14% in pre-2017 law (reflecting the production activities deduction) and 21% 
in new law; noncorporate tax rates of 37% in prior law and 30% in current law (based on information provided 
by the Congressional Budget Office). Real after-tax rate of return 7% for equity; interest rate 7.5%, inflation rate 
2%. Debt weighted at 36%. 

The overall user cost also depends on the economic depreciation rates and the relative sizes of 
each type of capital stock in the corporate and non-corporate sector. For equipment, the economic 
depreciation rate is 12.95% per year, and corporate equipment comprises 67% of all equipment. 
Structures are composed of two types: (1) public utility structures (accounting for 23% of the 
total) with a depreciation rate of 2.24% and (2) buildings with a depreciation rate of 2.8%. Within 
public utility structures, corporations account for 84%; within buildings, corporate structures 
account for 55%. Intangible assets have a depreciation rate of 17%, and coiporations account for 
86%. User costs and their percentage changes are shown in Table A-2. 
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Table A-2. User Cost of Capital Under Old and New Law 


Asset 

User Cost, Prior Law 
(%) 

User Cost New Law 
(%) 

Percentage Change in 
User Cost 

Equipment 

19.36 

18.84 

-2.7 

Nonresidential Structures 

10.34 

9.13 

-1 1.7 

Intangibles 

20.00 

20.67 

3.4 


Source: CRS calculations as described in text. 
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